This paper examines empirically the markets for formal and informal credit in Egypt. Using a dataset specifically collected for the purpose, it examines what thctors determine whether or not a person borrows from the informal sector using a probit analysis. The paper then conducts a similar exercise for the informal financial sector and seeks to examine whether any link between borrwing in the formal and the informal financial sectors exists. Conclusions are then drawn as to the role of informal financial markets in the development process.
Introduction
Although there is a wide recognition of the importance of informal financial markets (IFMs) in developing economies, their role in the development process3 is the subject of controversy. One school of thought contends that IFMs are fragmented and dominated by usurious money lenders who exploit their market power. IFMs therefore play a negative role in economic development and should be absorbed into the formal sector during the financial development process. In the meantime, government policy should aim to restrict the activities of IFMs4. The opposing view claims that IFMs maintain very low transaction costs because of their comparative advantage in information acquisition and lower administrative costs. They are thus both competitive and agile5 and improve the allocative efficiency of the loanable funds market. This informational advantage may also enable the informal sector to extend credit to those who have fallen outside the remit of the formal financial sector. This school of thought would therefore suggest that informal financial markets should be protected from arduous government intervention and regulation6.
It is argued that these disparate conclusions derive in part from a disagreement about what is meant by IFMs. This confusion arises firstly because informal financial transactions, by their very nature, occur outside the domain of the legal system. Thus little reliable and systematic evidence is available for detailed scrutiny. Secondly, the activities of the informal sector are often defined in a residual manner, namely 'all activity that lies beyond the pale of official regulation or control is considered to be informal in nature'7. Treating informal financial activity as a residual is partly responsible for the lack of in depth analysis in the financial development literature.
Thirdly, the understanding of the operation of IFMs is influenced by a limited number For a review of the arguments of the neo-liberals and neo-structuralists regarding the activities of IFMs, see Fry (1988) . This is clearly realised in the works of Goldsmith (1969) , Shaw (1973) and Mckinnon (1973) . of empirical studies on informal fmance that are dominated by research in the Indian sub-continent. The generalisation of these findings to economies characterised by different economic and cultural environments gives an inaccurate view of the role of
IFMs. Finally, labelling the informal financial sector by epithets such as 'black', 'underground' and 'hidden' has resulted in this sector being subject to ideological debate. This has made it difficult to analyse the structure and role of IFMs impartially8.
The aim of this paper is to remedy some of these shortcomings. It seeks to quantify both the size and the role of the informal financial sector and provide a more objective view of the role that IFMs play in the process of economic development. The country which has been chosen for this analysis is Egypt, since this provides both an economic and a cultural contrast to the other countries in which IFMs have been studied. Section 2 begins by discussing the sampling frame that is used in this study in more detail, with section 3 presenting the basic findings regarding the relative sizes, in terms of activity, of the formal and informal financial markets. Section 4 then conducts a probit analysis to determine which factors affect whether or not a given individual will have a formal loan, with section 5 performing a similar exercise for the informal sector. characterised by a high level of farm fragmentation and the prevalence of small land-holding (less than one feddan)'2. However, closeness to the Cairo market (which serves more than 12 million consumers), has led the agricultural sector of the Governorate to specialise in relatively high earning fruit and vegetables production, as well as poultry farming.
During the last three decades several infrastructure projects were implemented to provide the inhabitants of the Govemorate, especially those who live in the urban areas, with tap water, electricity, schooling, health centres and district hospitals and a For a full description of the sampling methodology see Mohieldin (1993 It is interesting to note that a higher proportion of the sample had links with the informal sector. As can be seen, the probit model seems to fit the data reasonably well, yielding a pseudo-R2 of 0.79. However, the LM statistic rejects the null of no 
Bivanate Pmbit Estimations
In an attempt to further assess the interaction of the formal and the informal fmancial sectors, the next section models the determination of loans in the two sectors jointly.
The approach adopted will be the bivariate probit model, which has the following econometric specification:
Where, for the purposes of our model: relations. These loans are predominantly interest free for consumption purposes though they are sometimes based on the principle of profit and loss sharing in the case of production purposes. Generally they have flexible terms and no collateral requirements. 
